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Abstract 
Price stability and full employment are the two objectives of the Dual Mandate that the 
United States Federal Reserve do their best to achieve and maintain.  The Dual Mandate 
objectives were put in place in 1977 and it has been the main goal of the Federal Reserve 
since.  Through out time changes occur in the economy that result in changes in inflation 
and unemployment, which are the two variables that are usually used as a way to tell if 
the Dual Mandate has been achieved or not.  These changes can result in policies changes 
and changes in the way the Dual Mandate should be achieved.  My findings indicate that 
the Federal Reserve focused on controlling inflation, then were worried about deflation 
which resulted in the Federal Funds rate eventually being lowered to almost zero.  
Unemployment in the future can be seen as more important than it has been in the past 
because in the past inflation was considered more important. 
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Introduction 
The Federal Reserve was brought into being in December of 1913 when President 
Woodrow Wilson signed the Federal Reserve Act.  The purpose of the Federal Reserve is 
to insure that the United States is a country with a more stable financial and monetary 
system.  Since 1977 the United States Federal Reserve has been conducting monetary 
policies with the purpose of creating price stability and full employment.  To determine if 
there is price stability and full employment the members of the Federal Open Market 
Committee of the Federal Reserve will use the inflation and unemployment rates.  On the 
side of price stability the Federal Reserve sets a target of 2% per year.  The reason for 
this is to prevent deflation and high inflation from occurring because both of those 
conditions would result in negative economic outcomes.  Having a 2% target does not 
mean inflation will always be 2% because it is always changing, however, with a 2% 
inflation target the Federal Reserve would be conducting policy that would help the 
inflation rate move towards an area that would promote stable growth.  Unemployment 
can help measure if the economy is at full employment because if unemployment is at 
lower levels it means the majority of people who want a job have one. 
 Throughout the decades there have been different Chairs of the Federal Reserve 
who have held similar and different opinions as to how to achieve the dual mandate.  In 
this paper I will discuss the time-dimensions of the dual mandate and monetary policy.  
What part of the dual mandate has the Federal Reserve been focusing on and concerned 
about the most?  Is inflation or unemployment more reactive to monetary policy?  This is 
important because the level of focus the Federal Reserve has place on price stability and 
full employment could indicate as to which one that the Federal Reserve feels is more 
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difficult to achieve and maintain.  Understanding this can lead to a greater understanding 
of the past which may help understanding what policies should be done now and in the 
future.  As time passes economic circumstances change so it is important to view that 
change to help know the progression of the economy.  I hypothesize that the Federal 
Reserve took the inflation rate more seriously and that price stability would be more 
difficult to achieve. 
 In this paper I will be studying various economic factors that the Federal Reserve 
takes into account when they conduct monetary policy and try to observe the health of the 
economy such as the inflation rate, unemployment, actual Federal Funds rate, what the 
Federal Funds rate should be according to the Taylor Rule, and GDP along with the 
Labor Force Participation rate.  This study will involve the observation of this data from 
the late 1940s until late 2016 and early 2017.  The reason for looking at it from a broader 
perspective is to get a greater glimpse of how the data has changed over 60 years.  The 
inflation rate will be used to determine price stability and the U3 unemployment rate will 
be used for full employment.  By comparing inflation and unemployment it will help 
understand if the Federal Reserve was at all successful in achieving price stability and 
full employment.  If they did not achieve the Dual Mandate then what aspect of it was 
preventing those goals?  When looking at Graph 1, it appears as if inflation is more 
volatile than unemployment and that there were issues with inflation during the 1970s 
and early 1980s.  Inflation started to steadily rise during the 1960s and it became a 
problem in the 1970s.  Then after that period of high inflation it went to a period of fear 
of deflation.  This could indicate that the Federal Reserve focused on the inflation rate 
since it posed the most problems.   
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The unemployment rate did not seem to be as big of an issue except during the 
early 1980s and during the Great Recession of 2008.  At the period of the late 1970s and 
early 1980s the Federal Reserve could have worried about unemployment, but preventing 
a further increase in inflation would have been their greatest priority because over 
inflation would be worse than unemployment being 6% or 7%.  It is only until recent 
years that unemployment rate might be considered to have as much value as the inflation 
rate in terms of importance is because in the 2000s the Baby Boomers started to retire and 
leave the labor force.  Overall I found that the Federal Reserve has placed more 
importance on the inflation rate because	the	inflation	rate	is	more	volatile	compared	to	unemployment,	which	will	make	price	stability	more	difficult	to	achieve.  This is 
significant because some economist might argue that the Federal Reserve should do away 
with the Dual Mandate and only focus on price stability.  That may have been the case a 
few decades ago but I suspect that the unemployment rate will get more and more 
important in the future as the economy changes.  This paper contributes to the 
understanding about the past of the Federal Reserve and also can be used as a catapult to 
further investigations that go deeper into the dual mandate.  To understand where we are 
now we must first understand where we have been and the path we took to get where we 
are, and to know where we are going we must first know where we are. 
This paper is organized with the Literature Review being the next section, then 
the Data, Method and Preliminary Results section, Discussion, and Conclusion sections.  
All tables, graphs, and sources are at the end of the paper. 
 History of Dual Mandate 
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 Prior to the Dual Mandate in 1977, in February of 1946 President Truman 
signed the Employment Act into law.  The Employment Act was created as a result of the 
ending of World War II and the returning of U.S. soldiers.  As the U.S. soldiers were 
coming home, factories and businesses were changing their wartime production to the 
goods they were producing before the war or other goods that were demanded.  With the 
soldiers returning the amount of people needing and looking for work greatly increased.  
The goal of the Employment Act was to help achieve maximum employment, which 
would later be one part of the Dual Mandate.  Two other parts of the Employment Act 
were to not only have maximum employment, but also maximum production and 
purchasing power (Federal Reserve History).  With purchasing power involved in the act, 
the Dual Mandate of full employment and price stability can already be seen as 
something that was already in the minds of policy makers but was not yet refined.  Based 
on the inflation data that can be seen on Graph 1 during the 1970s inflation was volatile 
and the Federal Funds Rate was also high as seen on Graph 2.  The volatile inflation rate 
and high Federal Funds Rate was what motivated the change in policy and the creation of 
the Dual Mandate.  So their policy was not just maximum employment but also stable 
prices and moderate long-term interest rates.  What should be also noted is the fact that 
these laws were created right after wars.  World War II just ended with the Employment 
Act, and the Vietnam War had ended two years before the Dual Mandate was put into 
place. 
Literature Review 
Differences in Opinion 
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Rudebusch and Williams (2016) discuss how there have been economic changes, 
and since there have been changes this means that different approaches to monetary 
policy may be needed to have greater growth and stability in the economy.  They point 
out that full employment and price stability, the two objectives of the dual mandate, are 
interconnected.  In their model they estimate a model where long-term unemployment 
varies endogenously over the business cycle, however it does not affect price inflation.  
They stated in their paper that because of the Great Recession in 2008 and the long-term 
unemployment caused by it and along with the low inflation rate until later in 2016, it is 
possible for the Federal Reserve to be hesitant from conducting monetary policy in order 
to help people get back to work.  They called what they found a wedge in the dual 
mandate because their theory is that long-run unemployment does not greatly affect price 
stability, only short-run unemployment does.  They argue that there were cyclical 
movements in unemployment taking place that could allow the Federal Reserve to 
conduct monetary policy without needing to fear about inflation. Because of the state of 
the economy after the Great Recession the Federal Reserve could allow inflation to go 
above their two percent target in order to help unemployment decrease without there 
being negative backlash with the extra inflation that occurs.  The strength of this article is 
that it recognizes the fact that some economists have stated that the recovery from the 
Great Recession has been different from other recessions, and along with the other papers 
that suggest changes in the economy could have occurred and that monetary policy might 
need to be altered as well.  But one question needs to be addressed, and that is the 
magnitude.  The members of the Federal Open Market Committee of the Federal Reserve 
do not want inflation to be greatly over the 2% target because that would make the 
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economy even worse.  So it would be advisable to the members of the Federal Reserve in 
the aftermath of the Great Recession to maybe loosen monetary policy, however, they 
need to be cautious to make sure negative backlash does not occur. 
Contrary to how the previous paper said that allowing the inflation rate to go 
beyond the target would be okay, Putnam (2015) argues that the Federal Reserve might 
have to think about altering their way of managing and conducting policy to achieve their 
dual mandate.  The debate about the dual mandate has been discussed for many years.  
He argues that factors such as the slowing rate of labor force growth, e-commerce, and 
changes in the size of the government could suggest that the effectiveness of monetary 
policy conducted to move towards full employment could be overstated.  In the paper 
they state that there are long-term structural shifts occurring and since the Federal 
Reserve does not necessarily have any significant influence over that, they should be less 
aggressive with their monetary policy and let the economy naturally move towards 
equilibrium.  Even though their research stated that there might be a perceived labor 
slack, the Federal Reserve should still not do what Rudebusch and Williams (2016) stated 
because Putnam thinks the economy is changing and these are structural shifts and 
everything will fall into place over time.  One strength of this paper is how it describes 
how the economy is changing and addresses the issues about inflation and unemployment 
like during and after 1995 there was a period where core inflation remained stable yet 
unemployment went up and down in cycles.  Those factors along with the different ways 
the members of the Federal Reserve might observe the economy are important because it 
notes how things are changing and with the Baby Boomers reaching retirement age along 
with technology improvements there could be shifts occurring right now that should not 
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be overlooked when the Federal Reserve is conducting monetary policy.  These shifts 
could bring about a view of the economy where unemployment is just as important as 
inflation. 
Is the Dual Mandate right for monetary policy?  It is a question some economists 
are thinking about.  Schwartz and Todd (2008) argue that the dual mandate is wrong for 
monetary policy.  They argue that the central banks, like the Federal Reserve, should 
focus on price stability and that having a dual mandate that will work is not possible in 
the real world.  Conducting monetary policy to achieve full employment or a decrease in 
unemployment is good in theory, however, they argue that monetary policy does not 
affect unemployment.  Unemployment can only be permanently lowered by modifying 
factors that establish the “natural rate” which are factors like the ratio of unemployment 
benefits to nominal wages, minimum-wage laws, and other factors like age and gender.  
The Federal Reserve would best to focus on one mandate which would be to maintain 
stable prices.  The paper states that having a dual mandate will not be possible until the 
discount window, which is a form of policy used to make short-term loans to various 
institutions, used is closed or restricted.  They argue that the central banks do not and 
cannot know what is exactly taking place in the economy at the present moment.  They 
can have a good idea, but their knowledge is incomplete which is why many times they 
take smaller steps to make sure they are on the right track with their policy, especially 
after the 1980s when there were inflation issues.  One strength this paper has is the fact 
that it tries to use examples like how after the 1980s central banks like the Federal 
Reserve realized that controlling inflation is important and also other examples like what 
occurred before and during the Great Recession.  Schwartz and Todd (2008) explain their 
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ideas clearly but one thing that they could have done would be to have a section about 
arguments for a dual mandate and then pick apart those arguments in a more in-depth 
way.  This paper views that the focus on inflation as being more important in the past is 
what the Federal Reserve should continue to do in the future. 
 In the previous paper the economists argue against the dual mandate; however, 
Friedman (2008) argues that the Dual Mandate is right for monetary policy.  Economic 
policy is usually conducted to help the economy’s current well being as well as help it 
grow in a healthy way.  Since the banks are not charged by congress to conduct policy to 
help foster full employment and price stability, it is the Federal Reserve that should be 
the one to try to help achieve that dual mandate.  Economists might say that long-run full 
employment is something that cannot be affected by monetary policy so the Federal 
Reserve should change its dual mandate and focus on price stability because long-run 
inflation can be affected by monetary policy.  However, just because current theory says 
that monetary policy will not affect output and employment in the long run does not 
mean the Federal Reserve should not look to help or try to help maintain higher 
employment and output levels when there are shocks or disturbances in the economy and 
business cycle.  In the paper he mentions that price stability can lead to stable output and 
employment and help move the economy in the direction of full employment so monetary 
policy can affect output and employment.  When it comes to the dual mandate it is a 
question that involves the effectiveness of monetary policy.  Since monetary policy can 
have an affect on things like price stability, employment and output it is a good way to 
achieve things like price stability and full employment since having those two mandates 
is a good sign of a healthy economy.  One thing about this paper that should have been 
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done is to give an example of the Federal Reserve conducting monetary policy and then 
see what happens to the economy as a result and try to explain the role monetary policy 
had in the outcome.  A strength of this paper is how the researcher brings up arguments 
that are against the dual mandate and then explain how those arguments are not reasons 
to dismiss the dual mandate or that those arguments are not entirely true.  This paper 
would support the idea of viewing full employment as something that is as important as 
price stability. 
 
Monetary Policy 
There are many papers written about monetary policy and how changes in policy 
and the way the economy reacts can occur.  Liu and Morley (2014) discuss changes in the 
U.S. post-World War II economy and to see if a paper written by Robert Lucas, who 
wrote a paper critiquing monetary policy in 1976, is relevant in any way today.  The 
paper tests to see how the economy has changed and the reaction to monetary policy has 
changed they use a vector autoregression model in order to observe structural shocks to 
different variables such as inflation, unemployment, and nominal interest rates.  In the 
paper one thing they noted was that changes in non-policy parameters are more likely 
driven by shifts in technology and preferences than by systematic monetary policy.  
When testing the impulse responses they suggested that since the 1980s inflation has not 
responded in a stronger way to monetary policy shocks than it did before.  Then in the 
paper they went on to discuss the natural rate of unemployment and the short-run Philips 
curve.  They found a trade-off between inflation and cyclical unemployment but it has 
declined since the 1990s.  One of the things that can be taken away from this paper is that 
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over the decades the structure of the U.S. economy has changed.  Since it has changed 
this can imply that the results of monetary policy are different and inflation and 
unemployment might not be affected in the way that it was twenty years ago.  Because 
inflation and unemployment might react differently to monetary policy now it shows the 
importance of studying monetary policy and to try to figure out which part of the Dual 
Mandate is affected first and is the most important.  A critique of this article is the clarity, 
it should have explained more in the conclusion and be more clear about their objectives 
in the beginning of the paper.  If there are any changes occurring than that might be one 
reason why the Federal Reserve now and in the future might consider full employment to 
be as important as price stability. 
The Dual Mandate is important to monetary policy because the achievement of 
the dual mandates goals will hopefully indicate and produce a healthy economy. 
Thornton (2012) discusses the dual mandate and how the transcripts from the Federal 
Open Market Committee meetings between the years 1978 and 2011 and also looks at 
congressional testimonies.  His question is why do certain policy makers not choose to 
state their policy objective in terms of employment or unemployment.  By reading what 
was stated it appears as if they think by having price stability it will lead to full 
employment.  He noted that Paul Volker, who was a chairman of the Federal Reserve in 
the 1980s, made the case for an “inflation first” way of approaching monetary policy.  
This is interesting since articles written by other economists have suggested that the 
1970s and 1980s was one point where change occurred in the economy and monetary 
policy.   Instead of seeing price stability and full employment as separate policy 
objectives, they are interconnected.  They also state that the language used about the dual 
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mandate usually uses alternative language when talking about full employment until very 
recently.  In the paper he states that it was in December of 2008 when the Federal Open 
Market Committee used the term “maximum employment” instead of some other 
terminology that had been previously used.  The recent changes in language could be 
because of the increased economic stabilization and the shift in emphasis from the growth 
rate of output to the level of output.  One critique of this article is that it could have gone 
deeper into the economic changes occurring to better explain why the change in language 
occurred.  Since the 1980s central banks have better understood that inflation is 
something that needs to be controlled which could be one reason for the Federal 
Reserve’s choice of language until now. 
Berentsen, Menzio and Wright (2011) study the relationship between monetary 
policy and labor market performance using inflation and unemployment as a measuring 
tool.  They use inflation as a tool to measure monetary policy and they use 
unemployment as a tool to measure the labor market performance.  For their model they 
use a “search-and-bargaining theory” and first they create a version where the goods 
market is frictionless except for a constraint on cash-in-advanced.  They then compare 
this model with more “calibrated versions of the models.”  Their findings led to the 
conclusion that there was a good chance that monetary policy was responsible for a 
sizable part of movements in u, which they described as being unemployment in the 
“goods market in the spirit of Nobuhiro Kiyotaki and Wright (1993).”  They stated that 
monetary policy may be more important than labor market performance given certain 
circumstances such as when the markup is higher or when money demand is more elastic.  
Unemployment is positively related to inflation in low-frequency data.  They wanted 
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their study to look at the long-run because it can bring about implications that are more 
accurate and give a bigger picture.  This paper is relevant because it tries to show the 
significance of monetary policy and uses inflation and unemployment as a tool to 
measure its relationship with the labor market.  This can give greater insight into which 
part of the dual mandate is more important.  This paper is interesting because it talks 
about how monetary policy can affect both inflation and unemployment while Schwartz 
and Todd (2008) suggest that unemployment is not affected greatly by monetary policy.  
A weakness for this paper would be clarity, it could have been more clear with their 
language and also explanations like when they explained u which they could have done 
differently by giving it a little description of what they meant to make things more clear 
to the reader incase they had not read the other paper.  Further study should be done to 
better understand if full employment or price stability are more important. 
Putnam and Azzarello (2012) view a Bayesian interpretation of the Federal 
Reserve’s dual mandate and Taylor Rule.  Reason being is because in their analysis of the 
Federal Reserve they believe that the relative weights applied to price stability and full 
employment have changed over time.  During the late 1960s and early 1980s the Federal 
Reserve were primarily trying to deal with inflation pressures even though they were 
being risky and a recession could have occurred at that time.  Decisions on what to do are 
not static.  Usually they use output and inflation as data to use for rate policy.  The 
decisions made by the Federal Reserve in recent decades may have been a little more 
accommodative, however, policies are usually in accordance with the Taylor Rule.  In 
recent times Alan Greenspan and Ben Bernanke, former heads of the Federal Reserve, 
were also influenced by previous incidences and shocks and using those previous shocks 
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as a way to analyze what might occur in the future.  Their policies were more influenced 
by previous shocks than the previous Federal Reserve chairman’s.  One potential thing 
that might need to be addressed is the fact that the technology boom in the 1990s and the 
low rate policy of the Greenspan era could have masked the slowing down of labor force 
growth since people who would not have been working began working and this could 
have caused the full employment equilibrium to be overestimated.  Having a two percent 
inflation target is good for countries like the United States, however, in emerging market 
countries they should have a higher inflation target because of various frictions that could 
occur as the economy develops.  They concluded that the Federal Reserve pays more 
attention to employment and output data.  They see the inflation data but do not put as 
much emphasis on it because they can use the output data as a way to predict future rising 
or falling of prices.  This is an interesting article because, like many other articles on 
monetary policy, it tells that over time the economy has changed or certain circumstances 
have changed which results in the need to look at monetary policy in a different way.  
This paper suggests that the Federal Reserve has conducted policy that falls along the line 
of the Taylor Rule, however, some alterations from the Taylor Rule might be made 
because of the Great Recession.  This article is good at explaining what their objectives 
were and communicated their ideas clearly.   
 Groshenny (2013) looks to defend the Federal Reserve in the actions for monetary 
policy.  Some people argue that the Federal Reserves response to the 2001 recession by 
keeping the federal funds rate too low for too long because the Federal Reserve 
eventually lowered rates to near zero.  Groshenny creates a New Keynesian model and 
experiment as to what could have happened if the Federal Reserve strictly followed the 
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Taylor Rule.  They found in their results that the change in the Federal Reserves 
monetary policy did in fact help prevent deflation and high unemployment rates that 
could have been if they continued with their usual policy.  After 2001 there was an 
increase for risk-premium shocks than in the years before and the deviation from the 
Taylor Rule was justified because it helped prevent those shocks from occurring.  In 2004 
they suggest that if the Federal Reserve did not change their monetary policy to the way 
that they did there would have been around an 80 percent probability of having 
unemployment higher than 8 percent and a probability of almost zero that the inflation 
rate would have been higher than 1 percent.  One thing to take away from this article is 
that things are always changing.  There were times in the past where the enacting of 
monetary policy changed because the circumstances that particular time puts people in 
results in changes being needed.  Post-2001 appears to be another one of those changes 
where policy needed to change in order to maintain or work towards stable prices and full 
employment.  This article relates to my topic because it discusses changes in monetary 
policy and how responses in unemployment and inflation have changed since the turning 
of the 21st century. 
 Another paper, English, Lopez-Salido and Tetlow (2015), discus how the Federal 
Reserve in recent years have changed their view of the Dual Mandate and monetary 
policy.  One example that they give to show that they have changed was the Great 
Recession.  With the Great Recession occurring and the Federal Reserve lowering the 
federal funds rate to a low level they had to move on to policies that would bring about 
positive impact on the economy that were not traditionally done like the large-scale asset 
purchases which is a form of quantitative easing.  They use a small-scale macroeconomic 
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model in order to test to see if changes in the Dual Mandate, such as the target inflation 
rate, would be a good thing for the economy and help make monetary policy more 
effective.  They conclude that having a higher inflation target and nominal income 
targeting could make improvements in macroeconomic outcomes.  But they also noted 
that making these changes could result in people misinterpreting the information and it 
also might not sit well with other people and undermine the credibility of the central bank 
a little that could create negative economic outcomes.  Central Banks like the Federal 
Reserve can make statements which will influence future expectations that can either 
hinder or aid in economic output and growth.  So if the Federal Reserve would have to be 
careful in the way they present their changes if they do not want negative repercussions. 
 There are various ways that monetary policy can change or views about monetary 
policy can change.  Many times it happens when there are shocks like the Great 
Recession or when there are problems like in the 1980s with inflation.  Other factors can 
come into play such as technology advances, expectations, changes in the labor force, and 
changes in the way the economy reacts to monetary policy will result in central banks 
like the Federal Reserve to go back and see what the proper course of action is in order to 
maintain proper price stability and movement towards full employment. 
 
Contributions to Literature 
My research will test to see if what other papers said is true about how monetary 
policy has changed, and then it will dive into the mechanics of the change. I am also 
discussing the time dimensions of the dual mandate and determine if one aspect of the 
Dual Mandate is affected more than the other.  Understanding which one is affected first 
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and which one is affected the most to see if there is or is not a pattern that can help give 
policy makers a greater understanding as to what to expect when they do or do not enact 
monetary policy.  To take an intuitive investigation of the time-dimensions of monetary 
policy, specifically focusing on the 1980s and during the time of the Great Recession and 
its aftermath. 
What I want this paper to do is maybe see something going on in relation to 
monetary policy, dual mandate, and the economy and try to find something that has not 
been seen before that could be significant.  Hopefully my paper will also backup other 
academic papers on the subject of the dual mandate and monetary policy because it can 
give greater support for a larger argument about those topics and help separate truth from 
opinion. 
 
Data/Method and Preliminary Results 
 
Variables 
The data being utilized is taken from the St. Louis Federal Reserve Economic 
Data (FRED) website and from the United States Bureau of Labor Statistics.  Inflation, 
unemployment, actual federal funds rate and the what the Federal Funds should be 
according to the Taylor Rule, Labor Force Participation rate, and the Gross Domestic 
Product (GDP).  These are measured in terms of percentages.  Inflation and 
Unemployment are important for understanding if the Federal Reserve is fulfilling the 
dual mandate of stable prices and maximum employment.  Another method that the 
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Federal Reserve uses to maintain stable prices is by controlling the federal funds rate.  
The federal funds rate can have an effect on both inflation and unemployment and the 
Taylor Rule was created in order to help determine what it should be. 
 The inflation rate is the rate of increase in prices for goods and services which 
indicates the level of purchasing power.  Inflation is calculated using a number of price 
indexes and there are different ways to calculate inflation, but the two main price indexes 
that are used is the Consumer Price Index and the Producer Price Index.  The Consumer 
Price Index is measured by examining the way price changes in consumer goods and 
services.  These goods and services could include food, shoes, cleaning supplies, and 
energy.  The Producer Price Index is measured by viewing the average changes in prices 
for goods and services sold by producers.  There are other indexes used to measure the 
level of inflation like the Personal Consumption Expenditure which measures price 
changes of consumer goods at a household level.  These price indexes are some of the 
measures to indicate which direction the inflation rate is going.  The Federal Reserve has 
a target range of 2% for inflation because the goal for the Federal Reserve is to prevent 
deflation and keep inflation under control in order to maintain stable growth.  Deflation is 
considered worse than inflation because it can cause the burden of debt to increase, 
individuals and households might spend and borrow less because if the worth of money is 
greater then it is better to save it.  With deflation nominal wages, money earned that is 
not adjusted for inflation, will decrease.  However, too much inflation is not good for the 
economy too.  With inflation increasing too much because prices will increase and the 
value of money will decrease.  So the 2% target was created because it is a point where 
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the economy can grow without overheating.  The Consumer Price Index is being used to 
calculate the inflation rate for this paper. 
 Unemployment is not measured the same.  There is the U3 rate which is the rate 
the Federal Reserve uses and is considered the real unemployment rate.  The U3 
unemployment rate is measured with individuals who do not have work but are actively 
seeking it.  There are other rates like the U6 rate uses the U3 measurement plus 
discouraged workers, workers who have given up searching for work, and people 
working part-time for economic reasons, meaning that they want a better job but because 
of economic circumstances they were unable to get a better job.  The unemployment 
being utilized is the U3 unemployment rate. 
 The Federal Funds Rate, or interest rate, is the rate at which banks charge each 
other on very short-term loans.  If the Federal Reserve increases the Federal Funds Rate it 
will indicate that economic activity will slow down because there will be less money 
available to loan to businesses and individuals, however, if the Federal Reserve increases 
interest rates then theoretically the economy will grow at a faster pace.  In 1993 John 
Taylor wrote a paper proposing a guideline on how central banks should set interest rates 
and his guideline became known as the Taylor Rule which calculates the Federal Funds 
Rate as it should be as a function of output gap and inflation.  The equation of the Taylor 
Rule is usually calculated with the following equation i = r* + π + 0.5 (π -	π *) + 0.5 (y-
y*).  In this equation i is the nominal Federal Funds Rate, r* is the real federal funds rate, 
π is the rate of inflation, π* is the target inflation rate which is 2%, y is the logarithm of 
real output, and y* is the logarithm of potential output.  For the Taylor Rule in this paper 
it measures the output gap as the difference between potential output and real GDP with 
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inflation being measured by changes in the CPI and a target inflation rate is 2%.  It is a 
little modified and is GDP:IPD + 2 + 0.5(GDP:IPD – 2) +0.5(Real GDP – Real Potential 
GDP)/Real Potential GDP*100 with GDP:IPD meaning Gross Domestic Product: 
Implicit Price Deflator which was taken from the FRED website.  Controlling the Federal 
Funds Rate is one way the Federal Reserve conducts monetary policy and the Taylor 
Rule is the standard guideline for it. 
 The last two that I used was the Labor Force Participation Rate and the Gross 
Domestic Product (GDP).  The Labor Force Participation Rate is the percentage of the 
labor force that is actively participating which means they are either employed or looking 
for work.  GDP is one of the indicators that economics use to judge how well or healthy 
the economy is doing.  GDP is the value of all finished goods and services produced in a 
country that is usually calculated annually.  The equation to find the GDP is GDP = C + 
G + I + NX.  C is consumption, G is government spending, I is the investments of a 
country, and NX is net exports which is total exports minus total imports.  This is used to 
see the growth of a countries production and it can give implications as to how the 
economy is doing. 
  
Data Indications 
When comparing inflation and unemployment in Graph 1 it is clear that there are 
some differences and similarities.  Based on Graph 1 were similarities during the 1970s 
where overall inflation and unemployment increased and then from the mid 1980s on 
they started decreasing overall.  It is not an exact increase but overall over the period of a 
decade.  In the data unemployment appears to be less volatile.  There have been times 
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like in 2008 where it greatly increases in a short amount of time, but compared to 
inflation it appears to be more steady.  Inflation rate seems to be more volatile.  It can be 
stated that inflation in more reactive than unemployment.  From the 1960s to the early 
1980s overall there is inflation taking place and then a period where the Federal Reserve 
began to worry the opposite could take place.  The data suggest that the Federal Reserve 
between the 1960s and 1980s were mainly focusing on controlling the inflation rate 
because one of the mandates is price stability.  With inflation increasing too much then 
prices will not be stable and this can have a negative effect on the economy.  Business 
and individuals will have less incentive to invest because with high inflation the future 
becomes uncertain and the value of their investment decreases.   
With a high inflation environment people may save less because of the decreased 
value of the dollar and people with retirement plans will also see a negative affects 
because the money they have invested will sustain a lower standard of living than it 
previously could.  Workers real wage will also decrease.  So when inflation goes to about 
13.5% the members of the Federal Reserve would think that the economy is overheating 
and need to try to slow it down.  At the same time during the late 1970s and early 1980s 
the Federal Funds rate was also increasing.  By increasing the Federal Funds rate it will 
give banks an incentive to lend less money and it will help slow down the economy so 
that any overheating in the economy will cool down.  Unemployment was also on an 
upward trend but at a lesser rate than inflation.  With higher unemployment less people 
are working and making money so spending will decrease and the economy slows down.  
Both high inflation and high unemployment are signs that the economy is not doing well. 
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After the period of high inflation, since the late 1980s or early 1990s, the Federal 
Reserve has had some worries about deflation.  Before that the Federal Funds rate was 
raised in order to help slow down the economy and bring inflation down, now inflation is 
decreasing and the Federal Reserve is try to prevent the possibility of deflation by 
lowering the Federal Funds rate.  By lowering the Federal Funds rate banks will have a 
higher amount of reserves to lend out to people.  If the amount of loans being given 
increase this means investment and spending will increase which means the economy as a 
whole will grow at a faster pace than before.  Deflation can be an issue because it means 
there is a fall in aggregate demand for goods and services.  With the value of the dollar 
increasing people will have a greater incentive to save which means the economy will 
slow down because of the decrease in activity.  The decrease in spending will force 
businesses to decrease their prices and the loss of revenue will result in an increase in 
unemployment and lower wages.  This can cause a downward spiral in the economy that 
will negatively affect the lives of people.  This is one of the reason’s why the inflation 
target for the Federal Reserve in 2% because with a 2% inflation target it will assist in 
preventing deflation from occurring, having growth in the economy at a moderate pace 
that will not result in too much growth and inflation.  In order to help achieve that and 
avoid the risk of deflation the Federal Reserve began to decrease the Federal Funds rate. 
One problem that has risen is that the Federal Reserve continued to decrease the 
Federal Funds rate to almost 0% and inflation and economic growth was still not at the 
level that they were satisfied with.  It is understandable that after a shock like the Great 
Recession of 2008 that the economy would not run as well and would take time to 
recover, however, some economists think the way the economy works has changed.  If 
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the way the economy runs has changed in any way then that would indicate that a change 
in the way monetary policy is conducted in needed as well.  This can also be seen on 
Graph 2 where the Taylor Rule states that the Federal Funds rate should have already 
been increased years ago, however, it is only until very recently that the Federal Reserve 
decided to raise rates.  This change could also be an indication that the economy could 
have shifted.  Whether monetary policy should be conducted in the same way it has been 
for decades is something that should be further researched.  The Taylor Rule is based on 
the factors like actual versus target inflation rate and actual versus full employment, and 
if those two dynamics have changed then monetary policy should be altered so that the 
policy will reflect this change and help bring out the best the economy can do. 
What also took place during the 1970s through the 1990s is a steady overall 
increase in the Labor Force Participation rate as seen on Graph 3, but since the early 
2000s it has been declining.  One possible explanation for this is the baby boomer 
generation.  The 1960s and 1970s was the time where the baby boomers were in their late 
teens and early twenties.  These people would acquire work which would result in a 
greater increase in the participation rate.  Since the early 2000s the baby boomers have 
began to retire or having been thinking about retiring.  With the baby boomers retiring the 
Labor Force Participation rate would decrease.  This can affect the Federal Reserves 
monetary policy because the increase in workers will mean that more people have money.  
If people have more money than they will most likely be spending more and if there is an 
increase in spending then inflation will rise.  With the Labor Force Participation rate 
increasing it could have added to the inflation problems that was occurring during the 
1970s and early 1980s.  With the inflation problems the Federal Reserve made 
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controlling inflation a greater priority than achieving full employment.  However, since 
the early 2000s there has been a decrease in the Labor Force Participation rate which 
means that full employment might start to take greater precedence.  The inflation rate has 
been decreasing so having an overly inflated economy is not as big of a risk as it was.  
Deflation could have been the greater risk and since deflation is caused by a lack of 
demand in the economy employment should be on the Federal Reserve’s radar because if 
more people start working, spending, and investing the economy will heat up and cause 
inflation to occur.  
The GDP, Graph 4, is an indication of overall productivity.  It was during the 
1970s and 1980s that GDP began growing at an increasing rate.  With the GDP growing 
at a stable rate it has the potential to help reduce unemployment but when unemployment 
can get too low it can lead to an increase in inflation because more people are working 
and spending.  This might be one reason for having a dual mandate that seeks to have full 
employment and stable prices because through growth in an economy more people will 
be working, however, prices will increase and stable prices are necessary for a healthy 
economy.  If inflation is increasing then people might buy more because they will know 
that their money will be worth less if it keeps increasing so they want to purchase goods 
before they may be unable to or have something in their possession that has value which 
will lead to more inflation.  Inflation could also be increasing because of technology 
changes as well. 
The data collected is measured from the late 1940s until around 2016.  For 
average inflation as seen in Table 1, the mean inflation rate is about 4.05% with a median 
of 3.2% and mode of 1.6%.  The maximum inflation calculated was 13.5% in 1980 and 
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the minimum was -0.4%.  In Table 2 the mean annual unemployment rate is 5.78% with a 
median of 5.55% and mode of 5.5%.  The minimum unemployment rate calculated was 
2.9% and the maximum was 9.7%.  This confirms previous indications that 
unemployment is more stable than inflation.  The standard deviation for inflation and 
unemployment are close with inflation having a standard deviation of 2.83 and 
unemployment has a standard deviation of 1.61.  For Table 3 the Taylor Rule calculations 
mean is 5.47% with a median of 4.37% and no mode.  The minimum for the Taylor Rule 
is -1.73% and the maximum was 16.02%.  The Federal Funds Rate as seen in Table 4 is 
relatively similar with a mean of 4.92%, a median of 4.74%, and a mode of 0.16%.  The 
minimum is 0.07% and the maximum is 17.78%.  The standard deviations are both 3.5%.  
The Federal Reserve did follow the Taylor Rule but not completely.  The Federal Reserve 
did make some adjustments so the Federal Reserve was in the vicinity of the Taylor Rule 
and did not follow it exactly.  For Table 5 the Labor Force Participation Rate the means is 
62.88% with a median of 63.5% and a mode of 66.1%.  The minimum is 58.1% and the 
maximum is 67.3% and a standard deviation of 3.05.  What the summary statistics 
indicate is that the Labor Force Participation rate is usually around the mid-60s 
percentage wise.  Table 6 is the Gross Domestic Product and it has a mean of $5622.62, a 
median of $3302.6 and no mode.  The minimum is $255.2 and a maximum of $18,772.4.  
These are in billions of dollars.  Over the years the GDP has been increasing overall 
except for when the Great Recession hit. 
There are other variables that should be taken into account.  Inflation and 
unemployment might not be increasing and decreasing because of the Federal Reserves 
monetary policy like control of the Federal Funds Rate.  And the Labor Force 
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Participation rate may not be a key factor in the growth of the economy and changes in 
inflation and unemployment which would affect Federal Reserve monetary policy.  Other 
factors like advances in technology could also have a big impact.  Changes in technology 
could result in more and new jobs being created, greater production at a lower price, and 
goods being shipped at faster rates in easier ways.  This will result in inflation because 
more goods can be bought and sold easily and at a faster rate which will result in the 
economy heating up.  There may be other factors that are not measurable that could be 
influencing the economy.  The Federal Reserve did focus more on inflation, however, the 
result of their monetary policy is what is uncertain because the economy post-World War 
II and the post-Vietnam War era could have resulted in structural changes in the economy 
and other changes that the Federal Reserve had no control over. 
 
Discussion 
 The data agrees with what some previous papers like Putnam and Azzarello 
(2012) have said that inflation pressures were the main factor being considered in 
conducting monetary policy and the Federal Reserve was following the Taylor Rule until 
very recently.  As stated in Thornton (2012) the Dual Mandate, price stability and full 
employment, is seen as something interconnected.  Price stability cannot be achieved if 
enough people are not working and at the same time full employment cannot be achieved 
if prices are unstable.  Even though they are interconnected, the Volker and Greenspan 
eras emphasized inflation and thought it was more important.  When the Great Recession 
hit it was when the Federal Open Market Committee of the Federal Reserve that used the 
term “maximum employment” instead of using other terminology that they had used in 
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previous years.  For decades inflation was thought to be more important and the Federal 
Reserve followed the Taylor Rule to the best of their ability or were at least in the 
vicinity of it, but in the past 10 years the Federal Reserve has deviated from the Taylor 
Rule and also might start believing that full employment is more important than they 
originally thought.  Policies change when the chair’s of the Federal Reserve change and 
also when new economic circumstances arise. 
In the future the Federal Reserve might make full employment as important as 
price stability.  In 2015 there was low inflation and it could have been possible for the 
Federal Reserve to loosen monetary policy even more than it was and allow 
unemployment to decrease without worrying about over inflation.  In February 2017 the 
inflation has gone over the Federal Reserves 2% target range and was at 2.7%.  This was 
not in the data because the inflation data being used was the average inflation that took 
the inflation rate for each month then averaged it.  What has also has been debated in 
recent years is whether or not to increase the inflation target to 2.5%.  The Federal Funds 
rate was kept at a low level for a long period of time which is also another reason why 
some economists thought about conducting monetary policy and not worrying about the 
inflation rate as much because shifts in the economy could have made the inflation rate 
less volatile and that it should not be worried about as much.  When the Federal Funds 
rate is low inflation would increase as a result of an increase in loans which would lead to 
an increase in spending and investments, however, it was not until recently that inflation 
has been hovering around the target range which could be a sign that the Federal Reserve 
might want to tighten policy in order to prevent inflation from going too far over the 2% 
target. 
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 One question that I ask while looking at this data is that the Labor Force 
Participation rate is decreasing.  Even though the Baby Boomers are retiring, that does 
not mean that no one will be working because the vast majority of Baby Boomers had 
children and some of the children of the Baby Boomers had children of their own.  It is 
possible that this decline in the Labor Force participation is only temporary as the older 
generation begins to retire and the younger generations begin to take their place.  What 
we will see in the near future will be more people working than before if the economy 
continues to grow and jobs open up for the coming generations.  It is possibility for full 
employment to become as important in the near future just like inflation was in the 1970s 
and 1980s because if the Labor Force Participation rate increases at a faster rate than the 
amount of jobs opening then unemployment will rise and instead of having inflation 
problems like before we will face unemployment problems.  With Donald Trump getting 
elected some people are scared about the future, however, there are also people who may 
have been looking for work for years but gave up because they could not find any work 
and those employed in part-time jobs for economic reasons might think they have a 
chance to find a better job. 
 One contributing factor to the creation the policies being enacted in order to 
created full employment and price stability is wars.  The Employment Act was enacted 
rights after World War II when all the soldiers were coming back from the war and began 
looking for work which resulted in the labor market flooding with potential workers.  
Right after the Vietnman War was the creation of the Dual Mandate.  Which took the 
ideas of the employment act and modified them a little and solidified the idea that the 
Federal Reserve should pursue price stability and full employment.  It should be noted 
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that in the previous literature it stated that in December of 2008 was when the Federal 
Reserve used different terminology and used “maximum employment” not in the context 
of having it be achieved solely through policy that promotes price stability which 
indicates a potential change in the way the Federal Reserve views the Dual Mandate.  Not 
only was that a time of the Great Recession, but the United States was also in the middle 
of the Iraq War.  War can lead to changes in technology which can lead to structural 
shifts in the economy that could result in the Federal Reserve needing to alter the way 
they conduct monetary policy. 
 Future technologies might also play a part in the future of the Dual Mandate.  
Monetary policy is not the only factor that can bring about changes in prices and 
employment.  With technology advancements there could be further structural changes in 
the economy, which the Federal Reserve cannot influence to a great degree.  This could 
lead to a temporary increase in unemployment as the economy shift to equilibrium.  
Unemployment could be more important if technologies are released that cause major 
shifts. 
 
Conclusion 
Over time economies change.  It appears as if there was high inflation in the late 
1940s, then there was a period of lower inflation during the 1950s, and in the 1960s 
inflation began to increase and peaked in 1980 with 13.5%, and then the economy went 
into a period where inflation started to decrease over time.  Unemployment seemed to be 
steadier which can indicate that the Federal Reserve focused more on inflation.  It is 
possible that the economy has been going through changes since the early the 1990s with 
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the technology boom and after the Great Recession in 2008 and unemployment might 
become more significant.  The language used by the members of the Federal Reserve in 
recent years have changed that can indicate that the focus on inflation might change since 
the U.S. economy is no longer in a period of high inflation like it was during the late 
1970s and early 1980s.  As the economy changes the view of policy will change as well, 
for example, the deviation from the Taylor Rule in recent years.  However, the changes in 
policy have been reactionary such as inflation pressures, deflation pressures, the tech 
boom, and the Great Recession.  It is possible that the Federal Reserve might begin 
following the Taylor Rule again and focus on inflation in the future depending on how 
the economy continues to run.  It is not guaranteed because other factors can prevent 
changes in the economy from occurring, but if changes are occurring than it will take 
time for people to adjust and it will take time for policy makers to figure out the best way 
to conduct policy that will lead the economy towards full employment and price stability. 
The literature reviewed in this paper suggested that there were inflation issues that 
the Federal Reserved tried to deal with and as a result focused more on inflation.  Their 
focus on inflation was also apart of the idea that stable prices and controlling inflation 
can lead to full employment.  This intuitive investigation also shows that the Federal 
Reserve conducted policy that was in line with the Taylor Rule until recent years where 
they deviated from it which also supports the literature. 
The limitation of this study is that a regression was not done.  For this paper a 
more intuitive view on the data was made in order to see a bigger picture in terms of the 
time dimensions of monetary policy and the Dual Mandate.  Further research with 
regressions and tests could be done to go deeper into this subject.  Since this is a more 
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intuitive study it is possible that other factors were involved that could have caused 
changes in inflation and unemployment that are not being discussed that a regression or 
some type of test could factor in those variables to acquire a better understanding of the 
Dual Mandate and monetary policy.  This paper helps to contribute to the idea that the 
economy is dynamic.  Policy makers should reflect the idea that wars are being fought, 
changes in the environment and technology are happening, and many other factors are 
occurring at the same time which means that policy being conducted today might not 
necessarily work in ten or twenty years.  The way monetary policy affects inflation and 
unemployment can change as well which means a slightly different approach might be 
needed in order to achieve the objectives of the Dual Mandate.  Monetary policy did have 
an effect of the Dual Mandate, but it can be suggested that other circumstances had an 
affect on unemployment and inflation, which resulted in the Federal Reserve to react in a 
way to preserve or move towards price stability and full employment. 
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Table 3  Table 4 
 
 
 
 
 
 
 
 
 
 Table 5  Table 6 
 
 
 
 
 
Federal	
Funds	Rate	 		
		 		
Mean	 4.922	
Standard	
Error	 0.227	
Median	 4.745	
Mode	 0.16	
Standard	
Deviation	 3.590	
Range	 17.71	
Minimum	 0.07	
Maximum	 17.78	
Taylor	Rule	 		
		 		
Mean	 5.474	
Standard	
Error	 0.226	
Median	 4.377362212	
Mode	 #N/A	
Standard	
Deviation	 3.575	
Range	 17.758	
Minimum	 -1.734	
Maximum	 16.024	
GDP	 		
		 		
Mean	 5622.621	
Standard	
Error	 480.474	
Median	 3302.6	
Mode	 #N/A	
Standard	
Deviation	 5664.705	
Range	 18517.2	
Minimum	 255.2	
Maximum	 18772.4	
Labor	Force	
Participation	
Rate	 		
		 		
Mean	 62.88	
Standard	
Error	 0.106	
Median	 63.3	
Mode	 66.1	
Standard	
Deviation	 3.053	
Range	 9.2	
Minimum	 58.1	
Maximum	 67.3	
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